ABSTRACT
Introduction
The world is becoming more globalized. Unlike the period of globalization that occurred prior to the First World War, the present wave of globalization is being led by a new and powerful form of business organization -the multinational firm. This new form of business organization, recently evolved under capitalism, is expressly designed to do business in an international setting and has the potential ability to dominate not only national but international business. In the present world, it is the multinational corporations, not national economies composed of small independent traders, which are intimately connected with the flow of goods, services, and investment across borders.
Given that multinational firms are the major players in international business in this era of globalization, the effect of their operation on wages really matters. As with all firms, their primary goal is to maximize profits. For any firm, if it is at all possible, a very effective way to enhance profits is to exert downward pressure on wages to reduce labor costs. Multinationals are in a unique position to do this. Due to their enormous size (multinationals are often bigger than countries in which they operate) these multinational firms have substantial economic power in the labor market of countries in the form of monopsony power as well as potent legal and political power that can be employed to weaken labor. Furthermore, relative to labor, multinational strength is enhanced by globalization because, with increased globalization, while business organization becomes more globalized, labor, if organized at all, only stays organized at the local or national level.
The potent strength of multinationals manifests itself through the control of rhetoric even allowing them to define what it means to be a professional. To the surprise of no one, the definition has a distinct anti-union flavor. The multinational defined professional identity has not only static but dynamic consequences, as the upward educational and skill requirement shift of the structure of jobs accompanying globalization brings more and more workers in the workforce into the professional category.
This paper hypothesizes that in the new era of globalization, greater globalization, a globalization intricately tied up with multinational corporations, tends to lead to lower wages in many occupations. In general, it is expected that, regardless of the level of economic development, the more pronounced the integration of countries with the rest of the world, the lower the wages of a good many occupations within countries will tend to be. Overall, it is anticipated that globalization, in an imperfectly competitive environment dominated by mega international corporations, in a situation in which capital mobility exceeds labor mobility and in which labor strength is declining relative to capital, tends to promote conditions more and more favorable to business such as lower wages, reduced job benefits, and greater skill and human capital requirements for employment.
The paper is unique in a number of respects. First, it focuses on the multinational power effect of globalization on wages and not on the traditional relative wage effect of globalization working through the StopherSamuelson theory. Second, the empirics use a new comprehensive data set on wages by Freedman and Oostendorp that makes wages comparable across countries [1] .
Third, the empirical analysis looks at a large number of occupations across countries-one hundred and sixty one occupations for the year 2000.
The paper is divided into six additional parts. The second part provides some background regarding the literature on multinational firms, globalization, and wages. The third part briefly outlines some of the effects of monopsony power. The fourth section presents a simple model relating the absolute level of wages to globalization. The data sources for all the variables used in the statistical analysis are given in the fifth section. The sixth section provides the empirical results from cross country regressions of occupational wages on globalization for the year 2000, and, the seventh section concludes.
Backround Literature
Misgivings that the perspective based on the standard factor endowments Hecksher-Ohlin theory is not really telling the entire story of the potential effects of trade and globalization on labor and wages is beginning to be aired by a number of economists.
Because there is high capital but little labor mobility in the current wave of globalization, Dani Rodrik believes that, as a result of globalization, the elasticity of demand for labor increases around the world for all countries, resulting in reduced labor bargaining power, lower wages, smaller benefits, greater earnings volatility, and increased insecurity for workers [2] . In his cross country panel regressions, Rodrik, after adjusting for a number of other variables, finds a negative relationship between manufacturing labor costs and openness.
In an era in which capital is more mobile than labor leading to reduced bargaining power for labor, Diwan proposes that financial crises are the major vehicles causing labor to lose its share in national income, and that times of financial crises are the very periods in which labor loses its share [3] . Looking at annual data for one hundred thirty five countries over the period from 1975 to the middle of the 1990, he finds, as a typical pattern, that labor's share in the economic pie falls during a financial crisis, and never fully recovers afterwards. From the results of his panel regression analysis over the same period, it also appears that labor's bargaining strength in a country weakens as the number of crisis in a country proliferates.
Hayter sees the recent decline in labor's share of national income and greater earnings inequality as a result of both globalization and the policy that accompanies globalization, a policy that weakens collective bargaining and collective wage setting institutions, institutions that she sees as promoting greater equality [4] . In the wake of globalized markets, countries have stressed the need for competitive wages, free labor markets, and decentralized wage bargaining.
Among a whole host of other things, James Burke and Gerald Epstein maintain that there is harmful asymmetry between multinationals and the jurisdictions that look for their investment with a small number of multinationals controlling the bulk of investment and a large number of jurisdictions seeking their investment; that capital's desire, active search, and real ability to move production to lower wage countries depresses wages worldwide; that competition by governments for the location of mobile capital, and the ever present fear that production facilities may and can be readily relocated elsewhere, results in highly favorable taxes, subsidies, and policies for multinational firms [5] .
Even in some of the standard Hecksher-Ohlin studies, there may be some evidence of potential overall wage problems from globalization. For instance, while Guscina finds, consistent with the expectations of the Heckscher-Olin model for developed countries, that openness is negatively related to labor's share in national income for OECD countries for the period 1960-2000 [6] , Arbache, Dickerson, and Green find that globalization reduces wages in a trading sector for a major developing country, Brazil, a result, at least on the surface, counter to what is predicted by the Hecksher-Ohlin theory [7] .
Monopsony Power and Its Consequences
Multinational firms are sure to exert some monopsony power. Not only do they have market power individually, but there is potential collective power operating through collusion as corporate executives and members of the corporate board of one multinational firm are often found on the corporate board of others.
A pure monopsony hires the amount of labor for which marginal value product (marginal revenue product if a firm has monopoly power in the product market) equals marginal cost [8] . However, for a monopsony, unlike a purely competitive buyer of labor, the marginal cost is not just equal the wage. For a monopsony, the marginal cost equals the wage for one more worker plus the increment in wages for all workers that are required to hire one more worker. In essence, the monopsony picks the combination of wages and labor from the labor supply curve that gives the monopsony the greatest profits.
When compared to a purely competitive buyer of labor in the labor market, there are four things of import to note about a monopsony. First, a monopsony hires fewer workers than would be hired in a purely competitive labor market. Second, a monopsony sets a lower wage for labor than would prevail under pure competition. Third, a monopsony exploits labor by setting a wage lower than the marginal value product of labor (for a pure competi-tive buyer there is no exploitation as the wage equals the marginal value product). Fourth, the productivity of the workers that are employed is higher for the monopsony than under pure competition. The marginal value product for the last worker hired is greater for the monopsony than would be the case under pure competition. That is, those who are employed must have a higher productivity under monopsony than would be required under competitive labor market conditions.
The Model
There has been a lot of focus on the reduction of the relative wage of unskilled to skilled workers in developed countries as a result of globalization. Such an outcome is predicted on the basis of the Stolper-Samuelson theory since developed countries have a comparative advantage in skill intensive products. This study looks at a different, but hopefully just as important, potential negative effect of globalization on wages that operates regardless of the level of economic development and the locus of comparative advantage in countries. It looks at a potential negative effect on wages from globalization working through the power of multinational firms that is independent of the level of economic development.
The model attempting to capture the multinational power effect of globalization on occupational wages is just a simple single equation. The equation consists of occupational wage as the variable to be explained and the level of economic development and the extent of globalization as its two arguments. Formally, the equation in functional form accompanied by its partial derivatives is as follows.
In the equation, W represents the occupational wage of a country; D is the level of economic development, and G the extent of globalization of the country's economy.
A country's wages are anticipated to be positively related to the degree of economic development. Greater economic development is associated with increased productivity leading to higher wages. The partial derivative between occupational wages and globalization, on the other hand, is expected to be negative. This is because greater globalization is associated with greater multinational penetration into a country leading to greater monopsony power in the country's labor market and lower wages.
Data Sources
The data is composed of annual cross country data for the year 2000. The three variables used in the analysis are occupational wages, per capita GDP in real 2000 U.S. dollars, and the percentage of trade (exports plus imports) to GDP. Real per capita GDP is used as a measure of development and the trade share is used as a measure of the extent of globalization.
The occupational wage data comes from Freedman and Oostendorp's on-line data set [1] . Using International Labor Organization's data as a basis, Freedman and Oostendorp standardize the wage data on 161 occupations for more than 150 countries. They use several different ways to calibrate the occupational wage data, but the occupational wages from the different approaches are highly correlated. The present study employs their occupation wages in U.S. dollars with country-specific and uniform calibration, type 3, lexicographic weighting (x3wlus in their data set).
The data on real per capita GDP and the trade share comes from the World Bank [9].
Overview of Empirical Results
A semi-log regression of wages on the log of real per capita GDP in U.S. dollars and the log of the trade share expressed in percentage terms was regressed across countries using ordinary least squares on each of the one hundred sixty-one occupations. Specifically, for each occupation, the following specification was employed and a separate regression was run across countries for each occupation for the countries available for that occupation.
Occupational wages in dollars on a constant, the log of real per capita GDP in 2000 U.S. dollar, and the log of the percentage of trade to GDP.
The countries entering the cross country occupational regression equations differ for different occupations due to missing values. The number of countries available for each occupation ranged from a low value of eight for occupation code number 301, permanent way laborers, to a high value of forty for occupation number 85, bricklayer (construction). The mean number of observations per occupation was 23.57.
A look at a list of the countries for the occupation with the greatest number of countries entering the equation can give a flavor of the countries entering the 161 equations. The occupation with the largest number of countries entering its regression equation is bricklayer (occupation number 85) with forty countries. The countries are Australia, Austria, Belarus, Belgium, Burkina Faso, Cambodia, Canada, China, Costa Rica, Cote D'Ivoire, Czech Republic, Germany, Hong Kong (China), Hungary, India, Italy, Japan, Republic of Korea, Latvia, Lithuania, Macao (China), Madagascar, Malawi, Mauritius, Mexico, Moldova, New Zealand, Northern Mariana Islands, Paraguay, Poland, Portugal, Qatar, Romania, Singapore, Slovak Republic, Sri Lanka, Tonga, United Arab Emirates, United Kingdom, and Vanuatu. The countries for this occupation include a mix of developed and developing countries. Table 1 shows the results of the occupational wage regressions on the first ten of the one hundred sixty-one occupations (the regressions for all 161 occupations are given in the appendix). Each row in table contains the information on a single occupational regression. The first column of Table 1 contain the Freedman and Oostendorp code number for the occupation. The second column identifies the occupation by the Freedman and Oostendorp name. The third column in Table 1 shows the estimated coefficient for the constant followed in column four by its associated t-statistic. Similarly columns five and six give the estimated coefficient and the associated t-statistic for the log of real GDP per capita, the measure of economic development, and columns seven and eight give the estimated coefficient and the associated t-statistic for the log of the percentage of the trade share to GDP, the measure of the extent of globalization or trade openness. The last two columns, columns nine and ten give the number of observations (countries) entering an equation and the r-squared value respectively.
Isolating on a single occupational equation can give some feel for the magnitude of the effect of globalization on occupational wages. Looking at the coefficient on the log of the trade share for loggers, occupation code number seven, the first occupation in the table for which the index of globalization, the percentage of trade to GDP, is significant at the ten percent level, and assuming a starting value for the trade share of ten percent, the estimated coefficient indicates that a one point increase in the trade share (from ten to eleven percent) reduces the wage in the occupation by around six hundred fifty seven dollars. Table 2 gives a summary of the results for all 161 occupational regressions 1 , allowing for a meta-analysis of the finding.
Looking at Table 2 , the results are quite impressive in terms of the number of occupations in which globalization has a statistically significant effect on wages across countries. They lend support to the contention that eco- nomic integration has a negative effect on occupational wages in a number of occupations regardless of the level of economic development. In every one of the one hundred sixty-one occupational regressions the estimated sign on the coefficient of the log of the trade share, the measure of economic integration, or the measure of the degree of globalization, is negative. The coefficient on the economic integration variable is significant at the ten percent level of significance or better in seventy-one of the one hundred sixty-one occupations. This represents forty-four percent of total occupations. An individual t-statistic that is greater than one in absolute value terms is often taken as confirmation of the sign of the coefficient of a variable. The absolute value of individual t-statistic for the globalization variable is greater than one in one hundred and thirty-six of the equations (eighty-five percent of the equations). The other explanatory variable in the regression, the log of real per capita GDP, the measure of the level of economic developed is well behaved. It has the expected positive sign in every one of the occupational equations and is significant at the one percent level of significance or better in one hundred fifty occupations (ninety three percent of the one hundred sixty one occupations).
The two combined variables have an r-squared value ranging from 0.240 to 0.800 with an average r-squared value of 0.568.
Conclusions
The results of the cross country regressions of the wages of 161 occupations clearly suggest that occupational wages are negatively associated with globalization in quite a number of occupations.
Magicians often use a diversion so that people will not see a slight of hand trick. There has been much focus on changes in the relative wage of skilled to unskilled labor due to globalization, but little consideration given to the real possibility of widespread overall wage dampening due to globalization. The increasing scope of multinational corporations accompanying globalization is apt to enhance capital's power and bargaining strength relative to labor. If wages are dampened across the board due to globalization, then workers may be forced to accept lower wages. If skill requirement for existing jobs rise due to globalization, then workers will need to acquire greater and greater skills and other forms of human capital just to maintain their same relative standing. With labor's weakened position, it is workers who will have to adjust more and more to the structure of jobs in the economy rather than the economy adjusting to the characteristics of the labor force.
Policy needs to be designed either to mitigate the power of multinational corporations internationally or to augment the power of labor internationally. If social and political policy were designed to curtail the power of corporations, then business might be more prone to provide more high paying jobs for low skilled workers. While it is certainly true that the enhanced productivity due to economic growth has a positive upward bias on wages, the increase might be even greater without the offsetting negative effects on wages due to globalization.
Appendix
Occupational regressions of occupational wages on the log of real per capita GDP and the log of the percentage of trade to GDP. ( 
